Context
In June 2016, the UK supported the non-binding Brexit referendum to leave the EU, with a majority vote of 52%. Although the UK prime minister has suggested that this decision may take at least three years to implement, the result of the referendum has already led countries to re-think their trade and investment engagements with the UK outside the EU as well as with the EU without the UK. Unlike the EU, the UK has always been a small trading and investing partner to India, having a share of around 2% in India's merchandise trade, around 3% in India's services trade, and around 2% in India's foreign direct investment (FDI) inflows in 2015. However, there has been an almost threefold rise in India's trade with the UK since 2000, from US$5.3 billion in 2000 to US$14.2 billion in 2015 with exports rising from US$2.2 billion in 2000 to US$8.8 billion in 2015and imports rising from US$3.1 in 2000 billion to US$5.3 billion in 2015. Trends in trade in services and investments have also been encouraging with India's exports of services and outward FDI into the UK rising steadily since 2000.
India's economic engagement with the UK post Brexit needs to be seen in the context of India's trade relations with the EU. India has been negotiating the EU-India broad-based trade and investment agreement (BTIA) since 2007 but the agreement is still not concluded. India's concerns about the BTIA includes having limited market access to EU agricultural products like dairy products and services with respect to Mode 1, which covers information-technology-enabled services, business process outsourcing and knowledge process outsourcing, and Mode 4, which covers movement of skilled professionals. The EU, on the other hand, has been seeking higher market access in India to services sectors like insurance and retail. Further, the EU has been keen WTO plus commitments from India with respect to its intellectual property regime. The EU has also been concerned about the relatively high tariffs India imposes in the automobile and wines and spirits sectors. Given the slow pace of negotiations over the BTIA with the EU, Brexit provides a fresh opportunity to India to strengthen its economic relationship with the UK through an India-UK trade and investment agreement. This paper estimates the impact of an FTA between India and the UK on merchandise trade, at a disaggregated product level. Further, the paper identifies new products that India could export to the UK to diversify its export basket. It examines bilateral trade in services and the potential to increase this trade. The paper concludes by suggesting a way to strengthen India's economic relationship with the UK.
India-UK: emerging trade patterns
Interestingly, a close look at India's trade with the UK and the remaining 27 countries of the EU between 2000 and 2015 reveals that India's balance of trade has been positive with the UK since 2004 but largely negative with the other 27 countries of the EU in the same period. India's exports to EU countries minus the UK increased from US$8 billion in 2000 to US$35.8 India's export basket to the UK comprises traditional exports like textiles and clothing, gems and jewellery, and footwear; non-traditional exports like pharmaceuticals, machinery and mechanical appliances, vehicles and electrical machinery have also gained importance. In 2015, India's top ten exports to the UK comprised 63% of India's total exports to UK. The UK's top ten exports to India comprise 83% of its total exports to India. Interestingly, most of India's imports from the UK are of intermediate products, which are manufactured and become India's finished products, especially in India's traditional exports. While India exports finished products like articles of jewellery and parts thereof to the UK, under HS chapter 71, it imports platinum, unwrought, semi-manufactured or in powder form. In the machinery and mechanical appliances category, India mainly imports turbo jets, turbo propellers and other gas turbines, while exporting spark-ignition reciprocating or rotary internal combustion piston engines, compression-ignition internal combustion piston engines (diesel or semidiesel) and hydraulic turbines, water wheels and regulators. In the electrical machinery category, India exports majorly insulated wire, cable and other insulated electric conductors, and diodes, transistors and similar semiconductor devices, while importing electrical transformers, static converters and inductors, and electrical apparatus for switching or protecting electrical circuits. Table 1 lists India's exports and imports from the UK by their Harmonized System (HS) code in 2015 In 2015, India's top five imports from the UK were unwrought silver, machinery and mechanical appliances like turbo jets, iron and steel, electrical transformers and optical appliances. Likely changes in India-UK trade patterns following an India-UK FTA India and the EU have been negotiating an FTA since 2007, without conclusion. The talks have continued since the Brexit referendum, however India has made it clear that these negotiations will have to be re-visited once the UK leaves the EU. As there is no India-EU FTA, the tariffs facing India and the UK in each other's markets have been high. Tariffs on UK exports into India are estimated to be around 14.8% on average, while Indian exports into the UK face tariffs of around 8.4% on average. The highest tariffs faced by the UK's exports into India are in beverages and spirits (around 113%), followed by coffee and tea (around 82.5%) and vehicles (31%); the highest tariff on India's goods exported into the UK is for dairy products (36.6%), followed by tobacco and its products (around 36%).
Methodology used
If India and the UK decide to enter an FTA and bring down their tariffs to zero, it is likely to have a greater impact on India than the UK. To estimate the likely changes for products in India-UK trade, we use simulations that are specific, measurable, assignable, realistic and time-related (SMART) in WITS.
Using a WITS simulation model, SMART estimations are made to assess the impact of tariff cuts on exports and imports of the two countries as well as excluded countries. It is assumed that tariffs in the two member countries are brought down to zero on all products. One of the advantages of this approach is that it is possible to estimate tariff reduction at a much product disaggregated level. Such disaggregated product level estimations of tariff liberalisation are not possible in any other model. The model not only estimates the extent of imports that may come from the tariff cuts of members but is also able to provide results at the product level on the trade diversion, recognising from which country the imports would be diverted.
Although it is not yet known what the relationship between the UK and the EU post Brexit will be, and much will depend on the negotiations, given the already low tariffs in the UK and EU countries, the most likely scenario is that the UK and EU countries will continue to charge zero tariffs on each other's products.
The estimated rise in India's imports from the UK following an India-UK FTA
We use SMART simulations to estimate the impact of an FTA between India and the UK where tariffs reduce to zero. The results show that India's imports from the UK are estimated to increase from US$5.2 billion to US$7.8 billion, i.e., almost 50% rise per annum if there was an India-UK FTA post Brexit. The total increase is of around US$2.1 billion, of which 80% is trade creation -new imports from the UK -while the remaining 20% would come from trade diversion -imports would be diverted from other countries and imported from the UK. Of the total trade diversion of around US$500 million, around US$365 million would be from Germany (mainly in vehicles and machinery and mechanical appliances) and around US$125 million from France (mainly in beverages and spirits). Table 2 lists the estimated changes in India's imports from the UK at two-digit product disaggregation for the top ten imports of India from the UK after an India-UK FTA. The top import of India from the UK in 2015 was natural or cultured pearls, precious or semi-precious; within this category, using further disaggregation, we find that the imports are of unwrought silver. With existing tariffs going down to zero, the imports would rise further by around US$451 million, which is around 30%. There would be a maximum increase in imports in motor vehicles (especially those in HS codes 870324 and 870333), where the value of imports would increase by around US$976 million. In 2015, UK exports of goods in HS codes 870324 and 870333 were worth around US$9.5 billion and US$4.1 billion, respectively, but the UK exported a negligible number of these goods to India. Most of the imports would be new imports with little trade diversion. If tariffs in beverages and spirit are brought to zero, there would be a tremendous increase in the value of imports of beverages and spirit, reaching US$584 million from the existing US$204 million.
Appendix 1 lists the estimated increase in India's imports from the UK following an India-UK FTA at a two-digit level for all products. Imports of beverages and spirits would rise by more than 100%. Within this category, the import of whiskies (HS code 220830) would rise the most, followed by imports of alcoholic drinks (HS code 220710) and gin (HS code 220850). Source: Author's estimates Trade diversion from the EU A zero tariff regime between India and the UK would lead to some trade diversion from EU countries, when India would prefer importing from the cheaper source. This trade diversion will not be substantial (Table 3) . Source: Author's estimates Estimated rise in the UK's imports from India following an India-UK FTA
After an India-UK FTA, while India's imports from the UK are estimated to increase by around 33% of its imports in 2015, the UK's imports from India would rise by only 12% from 2015. One of the reasons for this is because many products from India are already subject to low UK tariffs. The value of the UK's imports from India are estimated to increase from US$9.1 billion to US$10.2 billion (around 12% per annum). The maximum increase would occur for articles of apparel and clothing (HS chapter 61 and 62), which have an applied duty of around 12%. The value of imports of apparels and clothing to UK from India are estimated to increase from US$1.8 billion to US$2.3 billion. In HS chapter 61, maximum estimated imports are reported for T shirts, singlets and other vests, and knitted or crocheted cotton (HS code 610910); it is estimated that the import value of these goods would increase by 22%, from US$179 million to US$218 million. This is followed by babies' garments and clothing accessories, knitted or crocheted of cotton (HS code 611120), whose import value is estimated to increase by 20%. In chapter 62, it is estimated that the the import value of women's or girls' blouses, shirts and shirt blouses of manmade fibres (HS code 620640) would rise by 24% and that of men's or boys' shirts of cotton (HS code 620520) would rise by 27%.
Imports of mechanical appliances like turbojets and transmission shafts are also estimated to increase following an India-UK FTA, by 4% . It is estimated that the greatest number of imports would be of turbojets, turbo propellers and other gas turbines (HS code 8411), followed by compression-ignition internal combustion piston engines (HS code 8408) and taps, cocks, valves and similar appliances (HS code 8481). It is not estimated that the number of pharmaceutical products imported into the UK from India would increase as current tariffs are already near zero. It is estimated that imports of footwear would rise by around 16% while imports of vehicles would increase by 14% (Table 4) . Source: Author's estimates New products that India could export to the UK following an India-UK FTA In order to find new competitive products that India could export to the UK after an India-UK FTA, three competitiveness indices have been estimated at six-digit level (HS codes), identifying products that India exports to the world, but India is not among top five exporters of that product to the UK Methodology adopted
The literature generally uses bilateral revealed comparative advantage (RCA) to compare the comparative advantage of a country with that of other countries. However, RCA calculations useonly export data and ignore the import content into exports, i.e., the extent of imported inputs that have been used to produce the exported product. To overcome this limitation, we use bilateral RCA in conjunction with contribution to trade balance (CTB) and market position (POS) to compare competitive advantage between countries. The CTB index is based on imports of the product as well as the exports. If a product adds to the trade balance positively, it is identified. This index helps to exclude those products which are mainly traded -imported and then exported with little value addition. The contribution of product k to the trade balance, in relation to total trade flows (X = exports and M = imports), is defined by:
Where,
Market position
The POS of each country i on product k measures its international competitiveness. If the POS > 0 the product is competitive in the international market and vice-versa. POS is calculated as follows:
New products identified for India to export to the UK Using the above methodology, India is found to be more competitive than some of the top five exporters to the UK for 13 products (listed in Table 5 ). The value of India's exports of these products to the UK is currently around US$404 million, which could be increased to US$2.1 billion, an increase of US$1.7 billion The proposed India-UK FTA would further increase India's competitiveness in these products. 
UK and India trade in services 2005-2014 (US$ billion) UK imports of all servcies from India UK exports of all services to India
Looking closely at the services trade in the national statistics of the UK, we find that India enjoys a positive balance of trade in services with the UK if we exclude travel, transport and banking services. In professional management consulting and R&D services, India exported around £456 million worth of goods to the UK, and imported around £190 million worth of goods from the UK in 2014. India's exports to the UK in trade-related and services between related enterprises has also grown steadily since 2010 (Table 6 and Table 7) . Source: Office for National Statistics, UK Source: Office for National Statistics, UK
The quantity of bilateral trade between the UK and India in services is currently minuscule, and there is huge potential to increase this trade.
India exports many services for which there is a demand in the UK, and which the UK imports from elsewhere. The value of India's exports of commercial services globally increased from US$16 billion in 2000 to US$155 billion in 2015, while the UK's imports of commercial services increased from US$96 billion to US$207 billion in this period. In 2014, the UK imported 60% of its commercial services from the EU, but only US$3.5 billion worth of these services from India. Brazil, China, Indonesia, Malaysia, the Philippines and Thailand together had a considerable share in exporting these services to the UK. The UK's global imports of transport services have also been rising, as have India's exports of these products, however the UK has imported only US$304 million worth of transport services from India. India's growing export capacity of construction and financial services is again matched by an increasing demand for these services in the UK (Table 8) . 
Conclusions
India has been negotiating a BTIA with the EU since 2007, which is not yet concluded. The impending Brexit may further delay the conclusion of this India-UK FTA as India will now have to reconsider and re-negotiate the FTAs it holds with the remaining 27 countries of the EU. This provides India and the UK with an opportunity to strengthen their trade and investment relationship. One way to progress in this direction would be to draw up an FTA between the two countries. This
proposed India-UK FTA may be easier to negotiate than the India-EU FTA, as some of the sticking points in an India-EU FTA may be easier to resolve.
India has sought improved market access for services in the EU in Mode 1 (information-technologyenabled services, business process outsourcing and knowledge process outsourcing) and Mode 4 (the movement of skilled professionals such as software engineers). India has also sought data secure status from the EU, which would enable high end business from the EU to flow into India. The EU on the other hand has sought more commitments from India for opening up sectors like insurance and retail, and lowering tariffs in the automobile and wine and spirit sectors.
While the EU's concerns and interests -which have stalled the India-EU FTA since 2013 -may not be completely shared by the UK, India may still have some reservations about opening up its automobile sector to the UK. It has been estimated that lowering tariffs on India's automobile sector will greatly increase the number of products in this sector that India imports from the UK (especially motor cars and other motor vehicles principally designed for the transport of persons, of a cylinder capacity exceeding 3,000 cc-(HS numbers 870324 and 870333). However, as Indian investment in the automobile sector in the UK is substantial, a rise in the number of products in this sector exported to India may not become a sticking point in negotiations. On the other hand, the UK may have reservations on further liberalising under Mode 4, especially post Brexit.
Another contentious issue in an EU-India BTIA has been India's intellectual property regime. India is reluctant to give any commitment on intellectual property over and above the WTO's TradeRelated Aspects of Intellectual Property Rights (TRIPS) Agreement, which may hinder India's capacity to produce and quickly supply generic medicines. India may also want to retain its patents law, which does not allow companies to renew patents on old drugs by making incremental changes. The UK may be able to show more flexibility in this area.
Agricultural trade has remained highly protective and subsidised in the EU, with the UK being a beneficiary of EU agricultural subsidies. Under the EU's Common Agricultural Policy (CAP), in 2015, UK farmers received almost €3.1 billion in direct payments, according to the National Farmers Union, 3 and farmers have access to the €5.2 billion funding which has been allocated to the UK for rural development projects over the period 2014-2020, including €2.3 billion that has been transferred from the Basic Payment Scheme (BPS) to the UK rural development programmes. Some 55% of UK total income from farming comes from CAP support. Nonetheless, the UK is a net importer of food and food products from the EU. It exports around US$13 billion worth of food products, while importing US$36 billion of vegetables and food products. Post Brexit, EU subsidies may no longer be available for the UK and the extent to which the UK will be able to support its farmers on subsidies is debatable. The UK may find it necessary to reduce tariffs in order to import cheaper food products.
If an FTA is agreed between the UK and India, the UK may be amenable to lowering tariffs on goods in some agro-products of interest to India that it currently imports from other EU countries, like fish, vegetables, fruit, nuts and other edible parts of plants, where the existing tariffs are high. It will also be easier to negotiate the non-tariff barriers faced by Indian exporters as well as make Indian exports comply to UK standards.
Brexit referendum results have posed some serious challenges to the UK's economy but have also provided some opportunities for Commonwealth member states to think about how they might increase their trade and investment engagements with the UK. After Brexit, countries will be able to progress much faster in negotiating FTAs with the UK than with the remaining 27 countries of the EU. The UK will also have an interest in deepening its engagement with the world, especially Commonwealth countries with whom the UK shares a common language and has similar legal institutions. Although, no trade deals can be done until the UK formally leaves the EU, and much will depend on the negotiated deal between the EU and the UK, as one of the biggest developing countries in the Commonwealth, India needs to take this opportunity and initiate preparations for an FTA with the UK, to be concretised once the UK is no longer a member of the EU. 
